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KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in U.S. $ Million and represent period 


averages. 
Exchange Rate: US$1.00=788.6 won Percent Change 


As of October 5, 1983 lst Half Est. lst Half 
1982 1983 1983 1982 1983 1983 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 65, 741 69,634 13.4* 12.6* 
GNP at Constant (1975) Prices 32,043 34,863 5.3* 8.8* 
Per Capita GNP, Current Prices 1,671 1,743 11.7* 10.9* 
Plant & Equipment Investment, 
Current Prices 6,689 - 6,871 4.4* 9.2* 
Personal Income, Current Prices 49,979 - 52,657 11.7* 12.0* 
Indices: 1980=100 
Industrial Production 118.1 129.8 135.2 4.7 14.5 
Avg. Labor Productivity 125.0 - 137.5 6.8 10.0 
Avg. Industrial Wage 137.8 144.8 151.6 14.6 10.0 
Labor Force (Thous.) 15,080 15,564 15,367 2.5 1.9 
Avg. Unemployment Rate (%) 4.4 44 42 = = 
Total Population (Thous. Mid-year) 39,331 - 39,951 1.6 1.6 


MONEY AND PRICES 
Money Supply (M2) 1/ 26,581 27,003 28,613 15.0* 
Interest Rates (Comml. Banks) 12.3 10.0 10.0 ~ 
Indices: 1980=100 
Wholesale Price 126.0 126.7 126.6 0.5 
Consumer Price, all cities 130.1 134.3 135.3 4.0 
GNP Deflator (1975=100) 310.1 - 321.0 3.5 


BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves 1] 6,984 6,006 7,100 
External Debt 1/ 2/ 37,200 - 40,900 
Annual Debt Service 3/ 4,420 - 4,490 
Annual Debt Service Ratio (%) 3/ 15.5 ~ 15.0 
Balance on Current Account -2,650 <-1,320 -2,100 
Balance of Trade (FOB) -2,594 -1,184 -1,500 
Exports (FOB), Customs Basis 21,853 11,033 23,400 
To U.S. 6,243 3,855 7,200 
Imports (CIF), Customs Basis 24,251 12,165 24,800 
From U.S. 5,956 3,017 6,200 
Average Exchange Rate (Won/US$) 731.5 764.0 777.6 
Period-End Exchange Rate (Won/US$) 748.8 776.7 800.0 


1.7 
9.9 


me 
re 
OuUwW 


w 
hHuqnnwnui ft ft I 


i - 
O~InK- NON’ 
ee @ e 
wohAN WwW O 


A. Major imports from the U.S. in 1982 (In U.S. $ million, CIF Grain ° 
Electrical Machinery ($ 830), Non-electrical Machinery ($ 735), Raw Cotton ($ 492) and 
Scrap Iron ($ 156). 


B. Major exports to the U.S. in 1982 (In U.S. $ Million, FOB): ‘Textiles ($ 1,652), 
Electrical Machinery ($ 992), Footwear ($ 792) and Iron & Steel Products ($ 583). 


Footnotes: * Percentage changes calculated in won terms. 
1/ Data are for end of period. 2/ All external debt including debt of under one year 
maturity. 3/ Includes payments on debt of one year and longer maturity as 
@ percentage of total exports of goods and services. 


Source: Estimates by the Embassy, Bank of Korea, Economic Planning Board, Ministry of 
Finance, and Korea Development Institute 





I. OVERVIEW 


The Korean economy grew strongly in the first eight months of 
1983, led first by domestic construction and then by export 
demand. Korea is expected to chalk up 8.8 percent real growth 
in 1983, despite the KAL Flight 7 and the Rangoon Bombing 
tragedies. Real growth is projected at 7 to 8 percent for the 
next three years, but much will depend on the progress of 
trade, investment, and financial liberalization programs and on 
a continuing recovery in Korea's export markets, especially the 
United States. Korea has become a major U.S. trading partner, 
and the next year should bring additional trade and investment 
opportunities to U.S. businesses. 


II. POLITICAL SETTING 


Spring and summer, 1983, were relatively quiet domestic 
political seasons, as might have been expected in an atmosphere 
of accelerating economic recovery. Two infiltration attempts 
by North Korean commandos were foiled, and two banking scandals 
-- involving the Myungsung and Yongdong groups and two Korean 
commercial banks -- came to light, with political consequences 
yet to be measured. A modest trial effort by the Korean 
Broadcasting System (KBS) blossomed into very popular 
nationwide TV campaign to reunite family members living in the 
Republic who had been separated since the Korean War. 


September was to be a big month. There was the 30th 
Anniversary of the US/ROK Mutual Defense Treaty, state visits 
from Jordan and Malaysia, and 6,500 delegates to the American 
Society of Travel Agents (ASTA) Congress. Early October was to 
follow with the Inter-Parliamentary Union (IPU) meeting and a 
state visit by President Chun to South and Southeast Asia and 
Australia. But the successful Security, ASTA, and IPU meetings 
and visits to Korea were overshadowed by the tragic Soviet 
shootdown of Korean Airlines Flight 7 on September 1 that 
killed 269 people. 


The shadow deepened on October 9 when four Cabinet members and 
thirteen other senior ROK officials were murdered in a bomb 
explosion in Burma, assumed by the ROKG to be the work of North 
Korean agents, during the first stop of the trip to Asian 
capitals. Among those killed were Deputy Prime Minister and 
Minister of Economic Planning Suh Suk-Joon, Minister of 
Commerce and Industry Kim Dong-Whie, Vice Minister of Finance 
Lee Kie Wook, and the senior economic adviser to the President, 
Dr. Kim, Jae Ik. They were well-seasoned members of the elite 





group of highly competent and respected technocrats who had 
orchestrated modernization of Korea's economy. They have been 
replaced by men of similar caliber who are not expected to 
reverse the encouraging signs that the Korean economy is 
moving in the direction of liberalization. 


III. KOREAN ECONOMIC TRENDS 


Macroeconomic Performance: Despite the external political 
threats and setbacks, Korean economic growth continued to 
exceed expectations. Real GNP grew 9.6 percent in the first 
half of 1983; it is now projected to reach 8.8 percent for 
all of 1983, and 8.1 percent in 1984. Only six months ago, 


the GNP growth estimate of 7.5 percent for 1983 seemed a bit 
ambitious. 


GNP growth was led in the Spring by domestic construction, 
which jumped 50 percent from the first half of 1982. By June, 
however, exports began to pick up, primarily from the growing 
recovery in the United States, Korea's most important export 


market. Exports are now expected to grow more than 7 percent 
during 1983. 


In July, several signs pointed to a gathering economic boon. 
Industrial production and producer's shipments were 18 percent 
higher than July, 1982, while producers inventories were down 
4 percent over the same period. Building permits were up 

58 percent and machinery orders up 25 percent from July, 1982. 


Agricultural Sector: Improved growing conditions and a 
continuing expanding livestock sector this year should result 
in total agricultural production showing about a 4 percent 
growth rate. An above average rice crop, currently estimated 
at 5.4 million M.T., should ensure that the government freezes 
its purchase price at last year's level, as it did earlier for 
barley. The growing grain management fund deficit, currently 
estimated at $1.6 billion, is forcing the Government to start 
taking drastic measures on price supports. In addition, the 
fertilizer fund deficit is now about $900 million, which will 


likely prompt significant increases in the price of fertilizer 
to farmers next year. 


Lacking domestic production of feed grains, the rapid 
expansion of the livestock sector forced a rapid increase in 
corn imports this year, which should exceed 4 million M.T., 
all from the U.S. The first 7 months of 1983 also saw a 
substantial increase in other agricultural imports from the 





U.S., with the total value running over 15 percent above last 
year. For the full year, these imports should reach $2 
billion, making Korea our third or fourth best agricultural 
market world wide. Large carryover stocks of rice, an above 
average 1983 crop, and the import of the final California rice 
commitment should preclude any further imports of this 
commodity over the next year. 


Energy: As the economy heats up, so does Korea's energy 
needs. Korea is working hard to develop alternatives to 
imported oil. Korea's second nuclear power unit -- Kori No.2 
-- went on stream this summer. It is expected to generate 4 
billion kilowatt hours a year, saving about 6 million barrels 
of oil imports annually. Nuclear power unit No. 3, a CANDU 
heavy water type, began commercial operation in the spring of 
1983. Kori No. 5 and No. 6 (there is no nuclear power unit 
No. 4) are scheduled for completion in late 1985 and 1986, 
respectively; they are pressurized water type reactors. Some 
52.6 million tons of new coal reserves (about 2 1/2 times 
Korea's annual production) were discovered in Kangwon-do in 
September. Even so, Korea is expected to import over 16 
million tons of soft coal in 1983, rising to 19 million tons 
in 1986 to meet industrial and home cooking needs. In August, 
Korea signed a long term deal with Indonesia to supply 
liquified natural gas (LNG), shortly after it completed the 
largest single liquid petroleum gas (LPG) receiving terminal 
in the world (storage capacity 152,000 metric tons) in the 
south coast city of Yochon. Korea will also share in the 
proceeds of on oil and gas find it made in a joint venture 
with a local company in Indonesia. 


Overseas Construction: Korea's once booming overseas 
construction business continues to wane. New orders in the 
first half of 1983 were about $3 billion, only a third of the 
level in the first half of 1982. High labor costs relative to 
other contractors are part of the problem, but the major 
reason is declining oil revenues in the major markets of Saudi 
Arabia, Libya, and Iraq, which have led to construction 
cutbacks. The ROKG is making an effort to reduce competition 
among Korean bidders in order to maximize the profitability of 
the contracts Korean firms do land and to increase their 
technical and managerial capabilities in the tightening 
market. Local observers are optimistic, however, that second 
half construction contracts will pick up considerably. 


Money and Prices: Prices remained exceptionally stable. The 
wholesale price index was actually 0.3 percent lower in August 
1983, than in August 1982, while the retail (consumer) price 





index rose only 2.6 percent in the same period. Declining 
inventories and the tightness in housing are expected to put 
some upward pressure on prices, but not enough to rekindle the 
double digit inflation of 1980 and 198l. 


Total money supply (M2) was 18.9 percent higher in August, 
1983, than in August, 1982. Even so, there was some evidence 
of a liquidity squeeze, with the rate of dishonored bills and 
checks rising from an average of 0.04 percent to 0.06 percent 
in August, 1983. There was also a shift from savings and time 
deposits to demand deposits; August saw a decrease of 78 
billion won in the former accounts more than offset by a 109 
billion won increase in the latter. 


Direction of Economic Management: On June 28, the ROKG 
announced the economic management policy guidelines for the 


next 18 months. The guidelines call for price stability and 
upgraded quality and competitiveness of exports. The total 
money (M2) growth rate target is 15 percent for 1983, and 10 
to 12 percent for 1984, assuming real GNP growth of 7 to 8 
percent and money velocity increase of 3 to 4 percent in 

1984. M2 growth of 15 percent in 1983 may be difficult to 
achieve, as first half M2 growth was 22 percent, and unplanned 
additional liquidity was provided in September to counter the 
effects of the two banking scandals. M2 growth during 1982 
was 27 percent. 


The 1984 national budget is expected to be frozen at this 
year's level of about 10.42 trillion won (U.S. $8.2 billion). 
The overall deficit is expected to drop from 1.07 trillion won 
in 1983 to 0.32 trillion won, from reduced subsidies in the 
housing and national investment accounts and a surplus of 0.55 
trillion won in the general account. The growing economic 
boom has increased tax revenues faster than expected; at the 
end of August Government accounts showed an overall surplus of 
301 billion won (US $381 million), compared to a 9 billion won 
surplus in August, 1982. 


Controlling Speculation: The ROKG sees real estate 
speculation as a dual evil. First, it increases inflationary 
pressures, making Korean exports less competitive. Second, it 
allocates scarce financial resources to “non-productive"” uses 
(bidding up prices) rather than to investments that would 
produce real productivity gains. After anti-speculation 
measures were announced in February and March 1983, prices and 
rents stabilized briefly, but began rising again in the 
Summer, primarily because of declining returns in alternative 
investments, i.e., the stock market and the private (curb) 





money market. In early September, the ROKG announced 
guidelines to reduce the windfall profit expectations in real 
estate by: 


-- Promising intensive investigation of the source of funds 
used for speculation (those who have sold land worth more 
than 50 million won since 1981 will also be subjected to an 
investigation to determine whether or not they paid 
appropriate taxes); 


Designating 253 additional areas in which real estate 
capital gains would be heavily taxed; 


Increasing the restrictions ayainst enterprises owning land; 
and 


Limiting the increase in rent for commercial tenants to the 
start of each year. 


The ROKG is also considering requiring real estate trading 
permits or reports to allow it to monitor all estate 
transactions and to collect the assessed taxes. The Government 
expects to computerize real estate ownership documents for 
Seoul, Pusan, Taejon and Kyonggi-do by the end of 1983. Land 
will be excluded from revaluation for accounting purposes, 
effective January l, 1984, and development activity will be 
controlled for 5 to 20 years, if the Government designates an 
area as part of a city development plan. 


Revision of the Fifth Five-year Economic and Social 
Development Plan: The ROKG.1is revising the current Five-Year 
Plan (1982-86) to bring the plan's assumptions more in line 
with rapidly changing domestic and international economic 
conditions. For example, crude oil prices declined by 15 
percent early this year, instead of the annual 10 percent rise 
assumed in the current plan. The inflation rate was almost 


zero in the first half of 1983, while the plan assumes a ten 
percent annual increase. 


The major goals of the revised plan will be stable economic 
growth, improving living standards, improved balance of 
payments (though increased national savings and exports), 
technological innovation, balanced development between regions, 
and equal opportunity and more economic autonomy for the 
general public, through the free market mechanisn. 


Changes in economic management policy in the revised plan will 
be gradual, so that enterprises and individuals can plan and do 





business in an environment of stable growth. The new plan will 
seek to balance sustained growth with broad income distribution 
without accumulating new external debt. The government will 
enact legislation to expedite technological development by 
encouraging private sector research and development (R&D). 
Parts industries will be encouraged as a key in the development 
of heavy industries. The revised plan, now expected to be 
published by December, 1983, will affect the remaining three 
years (1984-86) of the current plan. 


Economic Planning Board (EPB) guidelines for the revision of 
the Five-Year Plan project sustained real GNP growth over the 
next three years (1984-86) of 7 to 8 percent per year. 

Domestic wholesale price increases are projected at zero to one 
percent. Equilibrium in the country's international balance of 
payments position would be reached by 1985 or 1986, primarily 
from high growth in exports. Exports are projected to rise ll 
percent and imports 7-8 percent annually in real terms over the 
next three years, assuming a rise in world trade volume of 4-5 
percent annually and in crude oil imports by 2-3 percent 
annually in real terms. Current oil prices are expected to 
remain steady through 1984. 


The ratio of domestic savings to GNP is projected to rise from 
21.5 percent in 1982 to 30 percent in 1986. Savings by 

households are expected to rise from 5.8 percent in 1982 to 10 
percent in 1986 and savings of enterprises from 9 percent to 12 


percent. To increase household savings to this level, the 
ratio of household savings to household income will need to 
grow from this year's 8 percent to 13 percent by 1986. 
Government savings are projected to rise from 6.7 percent to 8 
percent in the same period. Total budget deficits are 
projected to account for 4 percent of GNP this year, but only 2 
percent of GNP in 1984. The tax share of GNP is projected to 
increase from 19.1 percent in 1983 to 22 percent in 1986. 


Trade, Investment and Financial Liberalization: These goals 
are quite ambitious, but as the Koreans have shown repeatedly, 
ambitious goals can be met and often exceeded. Much will 
depend on the progress of three liberalization efforts -- 
trade, investment, and finance -- which had built up 
considerable momentum until the tragic assassination of 17 top 
Government officials, including much of the economic 
leadership, in Rangoon October 9. Liberalization -- opening up 
Korea's domestic market to international competitors -- i 
difficult but essential if Korean firms are to reach their full 
productive potential and compete effectively in increasingly 





demanding world markets. Liberalization should also help keep 
the markets open for Korean exports despite growing 
protectionist pressures in the OECD countries. 


The ROKG's proposals to revise the Korean general tariff 
schedules announced in late August are complex. The reforms 
would reduce tariffs on 729 items and raise tariffs on 300 
other items in 1984 as a step toward a uniform tariff system of 
progressively lower tariffs for raw material, intermediate, or 
finished goods. The proposed schedule would be: 


1984 1988 


raw materials 5-10% 5-10% 
intermediate goods 20-30% 20% 
finished goods 40-50% 20-30% 


The system is intended to replace existing import restrictions 
or prohibitions with comparable tariff protection that would be 
gradually reduced by 1988 to average levels of protection in 
OECD countries. Transitional measures are provided to protect 
specific "infant" industries, i.e., semiconductors and 
computers, and there is an “adjustment tariff system" to 
control unanticipated surges in imports as the liberalization 


proceeds. The proposals are now being considered by the 
National Assembly. 


The ROKG had hoped to reduce some of its dependence on direct 
foreign debt (about $40 billion outstanding -- the fourth 
largest developing country borrower in the world) by attracting 
more direct foreign equity investment. Foreign investment 
approvals in 1982 were only $188 million of the revised $250 
million goal, and approvals in the first 9 months of 1983 were 
only $111 million. To stimulate the flow and to encourage new 
technology inflows, the Ministry of Finance (MOF) proposed 
major revisions of the foreign capital inducement law in late 
August. The Assembly is also considering these proposals. If 
adopted in their present form, they would: 


-- Permit investment in all areas not specifically 
restricted (i.e., switch from a “positive” to a 
“negative” list); 


Make investment approval routine for joint ventures with 
less than 50 percent foreign ownership, and for other 
joint ventures that produce goods not subject to heavy 


import restrictions and meet minimum export requirements; 
and 
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-- Virtually eliminate restrictions on profit and capital 
remittances from Korea and on profit reinvestment in 
Korea. 


Liberalizing the financial sector may prove the most difficult 
task for the ROKG. Directing credit from the banking system to 
priority industrial sectors has been an important ROKG tool in 
managing Korea's spectacular economic growth. At the same 
time, a private “curb” market has remained active, with higher 
than official rates, that has mobilized some domestic savings 
and allocated credit to smaller firms or those with urgent, 
short term needs that could not be met by the banking system. 
The ROKG wants to develop a broad, deep, and resilient domestic 
money market able to allocate credit without major distortions 
and without the kind of banking scandals that seem to be 
endemic to the present dual (official/unofficial) system. 
While the goal is fairly clear, the best way to make the 
transition to the goal is not. The recently begun Korea 
Development Institute (KDI) study of the role of foreign owned 
banks in Korea's future domestic financial sector should also 
help settle some of these questions of timing and transition. 
The Bank of Korea is working on a similar study. As long as 
the dual credit market remains, however, banking scandals such 
as the two recent ones - the Commercial Bank of Korea and Cho 
Heung - where employees bend the rules and exceed their 
authority to meet the credit needs of cash short, highly 
leveraged clients, are likely to continue to erupt. 


IV. IMPLICATIONS FOR THE UNITED STATES 


U.S./Korea Trade: While influential elements in both countries 
continue to complain vocally about growing protectionism on the 
other side of the Pacific, trade between the U.S. and Korea in 
both directions is growing at a healthy pace. According to 
American statistics, both our exports to and imports from Korea 
rose between 13 and 14 percent during the first half of 1983. 
Moreover, our two-way trade remained very close to being 
balanced, with a Korean surplus of only about $150 million out 
of a total trade during the half year exceeding $6 billion. 
(The ROKG figures used in the key economic indicators table are 
calculated differently and show a somewhat wider imbalance.) 
The U.S. has seen its share of the Korean market hold steady, 
while its position has deteriorated in-most other East Asian 
countries. Korea has seen its export dependence on the U.S. 
grow because economic recovery in its other important markets 
has lagged that in the U.S. 





ad 


With one of the best economic growth prospects in the world, 
Korea remains a very promising market for U.S. agricultural 
exports and many types of advanced production equipment as the 
country continues to modernize its industry in order to remain 
competitive in export markets. Specific categories with good 
prospects include medical instruments and equipment, analytical 
and scientific instruments, large scale computers, energy 
conservation systems and equipment, electronics industry 
production and test equipment, food processing and packaging 
equipment, special machine tools, special construction 
equipment, and telecommunications equipment. Korea also will 
continue to be a major market for industrial raw materials such 
as coal, chemicals, scrap metals, and logs. 


Major Projects: U.S. firms are interested in participating in 
construction and providing equipment for the Seoul and Pusan 
subway systems, the second integrated steel mill and its port 
to be located in the south at Kwangyang Bay, sewage treatment 
facilities, and a domestic telecommunications satellite. Other 
prospects will occur when plans become firm for starting 
construction of two additional nuclear power plants, expansion 
of Seoul and Pusan international airports, eventual . 
construction of a new international airport to serve the Seoul 
area, and expansion of Pusan's port. Some major projects have 
been delayed because of recession in other countries and slower 
than expected increases in demand for additional sources of 
energy and transport facilities. 


Foreign Investment: U.S. and other foreign companies already 
in Korea await with interest the final form of the proposed 
revisions in the foreign capital inducement law now being 
considered by the National Assembly and how these modifications 
will be implemented. While many foreign collaborations have 
worked out well in Korea, the country must try harder, if it is 
to overcome a somewhat negative view held by much of the 
foreign business community of Korea as a place to invest. At 
this writing, it seems unlikely that new foreign investment 
this year will be any higher than the 1982 level. Moreover, 
rather than going into the export oriented high technology 
industries which Korea needs and prefers, most new foreign 
investment recently has been in services such as banking and 
hotels or consumer goods such as pharmaceuticals or food 
processing. Well aware of these trends, the Korean Government 
seems determined to improve the investment climate and attract 
more foreign participation in the economy. Vested interests in 
the Korean private sector at times are less enthusiastic. 


Japan remains the largest foreign investor in Korea, but the 
U.S. currently is bringing in the largest amount of new equity 
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capital. (Of 1983 investment approvals through September, the 
U.S. share of $35 million is about 31 percent.) One important 
factor continuing to deter high-tech investment is concern over 
inadequate patent protection under Korean law. With the 
largest population and market potential of the East Asian 
advanced developing countries, however, Korea will remain of 
growing interest both to U.S. exporters and prospective 
American investors. It will be up to Korea to find the best 
way of exploiting this growing foreign interest, keeping in 
mind the legitimate goals of both enhancing Korean economic 
development and providing reasonable profit levels and market 
opportunities for the foreign companies and financial 
institutions involved. 
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